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This is in response to your Board's instruction on January 24, 2006 that the 

FiflhDjrficl Department report back with a deficit management plan in response to the budget 
shortfalls projected for the Department of Health Services (DHS). 

In the January 13, 2006 DHS Fiscal Outlook Update, the Department committed to 
BNceA.Chernof,MD working with the Chief Administrative Office (CAO) to develop a balanced proposed 

Acling Dircclor and ChielMedia Oficer budget for Fiscal Year (FY) 2006-07, and to begin laying the groundwork to develop 
John R. Cochran Ill approaches for addressing future fiscal year projected shortfalls. This memo includes 

ChiefrnU"imec"r an updated fiscal outlook showing a balanced DHS budget for FY 2006-07, and a 
William Loos, MD deficit management plan developed by the Department in response to the forecasted 

naingseniwM*'caloPcer budget shortfalls in future years. 

The CAO's proposed budget for FY 2006-2007 closes the Department's forecasted 
budget gap and balances the budget through additional County funding and $47 
million in new Federal funding through a Medi-Cal managed care rate increase. While 

313 N. Figuema Streel, Suite912 
LosAngeles,CA9W12 the Department has forwarded the proposal for the Medi-Cal managed care rate 

increase to the State, it is dependent on Federal approval. This proposal is discussed 
Tel:(213)240a101 in greater detail later in this report. Obtaining Federal approval may require a 
Fax: (213) 4814503 

substantial and coordinated effort by the County. 

This document lays out the Department's plan to focus on addressing the $300+ 
To improve health million annual structural deficit facing the Department which first appears in FY 2006- 

2007. 
through leadership, 

service and education BACKGROUND ON FISCAL OUTLOOK 

Like public safety-net health systems across the nation, DHS has faced a series of 
budget crises over the last two decades or more. Because of the chronic budget 
shortfalls facing the health system over this period, it appears to some observers that 
DHS has limped from crisis to crisis. However, during this time DHS has implemented 
significant reforms and restructured its care delivery system. Additionally, DHS has 
made great strides in measuring and improving the overall quality of healthcare it 
provides. 

While the Department acknowledges that there are opportunities to improve resource 
ICI utilization and reduce costs, our forecasted budget deficits cannot be bridged by 

efficiencies alone. In fact, the costs of DHS hospitals, with the exception of KinglDrew, 
compare favorably with other benchmark hospitals in their peer group in the State. A 
chart comparing hospital costs per day based 
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on reports to the Office of Statewide Health Planning and Development (OSHPD) is included as 
Attachment A. 

The initial 11 15 Waiver Demonstration in 1995, and its extension in 2000, provided a framework to 
fundamentally restructure from a health system focused mainly on inpatient stays to a more balanced 
system with an expanded network of outpatient clinics. 

The Waiver required DHS to expand services and initiate new projects to improve the efficiency and 
quality of services. DHS accomplishments under the Waiver include: 

Ambulatory Care - The provision of eleven million primary care visits for low-income, 
uninsured patients through the PPP program; 
Clinical Resource Management - Inpatient clinical pathways and targeted disease 
management programs were developed and implemented to improve efficiency and 
patient outcomes; 
Administrative Reforms - A simplified eligibility determination process for receiving reduced- 
cost care at county outpatient facilities through creation of the Outpatient Reduced-cost 
Simplified Application, or ORSA; 
Data Collection - A centralized data collection process, which has improved department-wide 
planning and management; and 
Workforce Development Program - A partnership was developed between DHS and the 
Service Employees International Union (SEIU) Local 660 that provides opportunities for DHS 
employees represented by SElU to receive additional job-related training and education. 

However, even with reform and the other accomplishments under the Waiver, the phasing down of 
funding under the Waiver and its completion on June 30,2005 has left the Department with a 
structural deficit of approximately $300 million annually. This amount approximates the average 
inflation adjusted annual loss of Federal revenue when the Waiver expired. 

FISCAL OUTLOOK UPDATE 

Attachment B is an update to the DHS Fiscal Outlook from our last cut-off date of January 10,2006. 
Since DHS is arovidina this update concurrent with the CAO's presentation of its FY 2006-2007 
Proposed ~ u d ~ e t ,  t he~u rnmky  of Changes schedule begins by showing those adjustments to 
DHS's January 10 update necessary to reconcile to the CAO's FY 2006-2007 Proposed Budget. At 
this point, the CADS Proposed ~ u d g e t  shows a cumulative revised year-end balance in the ~ H S  
designation fund of $5.5 million, after funding FY 2006-2007 DHS operations. 

The DHS schedule then continues on the second page of Attachment B to add potential 
developments beyond the CAO's Proposed Budget cut-off date, through our updated cut-off date for 
the DHS Fiscal Outlook of March 24, 2006. These developments result in a $98.6 million shortfall 
for FY 2006-2007, which is then addressed by a series of proposed deficit management actions. 
These actions should be sufficient to more than address the $98.6 million shortfall, leaving a 
projected cumulative balance in the DHS designation fund at the end of FY 06-07 of $56.5 million. 
They are discussed in the following pages of this report, as well as the redevelopment of the DHS 
strategic plan over the next six months. This redevelopment will be aimed at addressing the - .  
remaining cumulative projected shortfall of $555.2 million through FY 2009-2010, shouli all of the 
proposed deficit management plans yield the estimated benefits shown on the schedule. 
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DEFICIT MANAGEMENT PLAN 

Although the projections show a balanced budget based on the CAO's proposed budget for FY 2006- 
07, the Department views this time as crucial to begin addressing the shortfalls that are projected 
beginning in the following year, FY 2007-08. Therefore, the Department will be implementing a 
number of cost-saving proposals this year that will result in immediate and on-going savings. Many of 
these initiatives are not new, and are grounded in the principles laid out in the Department's last 
strategic plan, developed in 2002. These initiatives center around transforming our five hospitals into 
a single unified health system through the use of shared practices, technology and resources. The 
Department believes that these "system-ness" initiatives offer the best chance of cost savings without 
reductions in services or quality. 

As part of this effort, the Department plans to spend the next several months developing and 
implementing improved clinical practices such as increased case management for patients with 
chronic conditions. While these programs will require investment up front, they will provide cost 
savings over the long run and improve patient care. 

These actions combined with potential new revenue opportunities should substantially reduce the 
forecasted deficits facing the Department and are discussed in greater detail below. Over the next 
several months, the ~e~artment'wi l l  also update its Strategic plan based on the changes to the 
environment in which it operates, including the new Medi-Cal Hospital Financing Waiver and the 
settlement agreements of the Harris and Rodde cases. These efforts will be part of the Department's 
broader effort over the next several months to revise and implement key aspects of the Department's 
strategic plan. 

Implementation of Efficiencies and Cost Reductions 

Nurse Registry Utilization 

The statewide nursing shortage and the implementation of mandated nurse-staffing ratios has 
resulted in increased use of registry nurses throughout the healthcare system. However, the use of 
temporary registry nurses in some DHS hospitals is extraordinarily high. With the hiring of a DHS 
Chief Nursing Officer and the development of a Nursing Strategic Plan, the Department has 
developed a timetable for implementation of specific steps to increase recruitment and retention of 
permanent nursing professionals. The Department's goal is to reduce utilization of registry 
Registered Nurses (RNs) and Certified Nursing Attendants (CNAs) by a 5% reduction in both FY 
2006-2007 and FY 2007- 2008 and a 7.5% reduction in FY 2008-2009. This will be achieved by 
hiring permanent RNs and CNAs through the implementation of initiatives in the Nursing Strategic 
Plan, including the creation of additional CNA items, Human Resource process improvements 
focused on shortening the hiring process, and the creation of an internal DHS nursing registry. 
Success at achieving this target is dependent on flexibility from the CAO to facilitate hiring additional 
CNAs and implementing the Nursing Strategic Plan. The expected cost savings is approximately 
$17.8 million through FY 2009-2010. 

Ancillary Services 

Pharmaceutical expenditures will be reduced through refinement and enforcement of the DHS 
Formulary. By designating some drugs as preferred and eliminating others, prescribing can be 
directed to the least expensive alternative when two or more drugs have equivalent clinical 
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effectiveness. This also enhances purchasing power in negotiatina prices for ~harmaceuticals. 
Preliminary analysis indicates that there are savings poten'iials in several therapeutic categories. 
Additionally, the Department is renegotiating its pharmaceutical supply contracts. This reneaotiation . .  - - 
is projected to save $1.6 million annually. 

Laboratory expenses will be reduced through standardization of equipment and consolidation of 
certain testing where rapid turn-around time is not needed. Chemistry and immunology analyzers 
represent the greatest opportunity for savings from standardization; other laboratory equipment is 
also being evaluated for standardization potential. Laboratory standardization is estimated to save 
$2.2 million through FY 2009-2010. 

Expenses related to equipment and supplies for special medical procedures will also be reduced 
through standardization. For example, standardization of pacemakers, stents, and catheters used in 
cardiac laboratories increases purchasing power, lowering per-item costs for these items. Potential 
savings opportunities exist in cardiology, radiology, gastroenterology, and intensive care. Savings 
through standardization of equipment and supplies is estimated at $2.8 million annually. 

Potential additional savings from initiatives in pharmacy, laboratory, and standardization of medical 
equipment and supplies is pending further analysis. 

Medi-Cal lnpatient Treafmenf Authorization Request Denials 

In January 2005, DHS established a facility-wide Patient Flow Task Force with a charter to analyze 
how DHS patients flow through our system of care, identify barriers to efficient and effective patient 
flow, and to make recommendations to the Department. 

While the Medi-Cal lnpatient Treatment Authorization Requests (TAR) process is complex and 
subject to interpretation by DHS and the State's Medi-Cal Field Office (MFO) personnel, one of the 
areas identified by the Group for improvement is the number of Medi-Cal TARS denied that are within 
the control of the Department. lnpatient days denied by the State's MFO that DHS categorizes as 
possible controllable represent a financial savings to the Department due to a combination of 
increased Medi-Cal revenue and cost reductions. While these days may be labeled as possible 
controllable, they often are not. For example, if a Medi-Cal patient were to spend an extra day in the 
hospital because the test they needed was unavailable due to mechanical breakdown of a piece of 
diagnostic equipment, that day may be denied and labeled as possible controllable. However, some 
of the denials are within our control and can be avoided through improved management of resources 
and patient flow. 

To reduce Medi-Cal inpatient TAR denials, DHS is working with: 

the State to review the TAR urocess bv ~articiuatina in an audit of TAR disoositions 
submitted by all contract and non-conira'ct hospitals, the results of this review may change the 
TAR process, resulting in reducing Medi-Cal inpatient TAR denials which the Department - 
believes are excessive; 

the Hospital Association of Southern California to address Los Angeles-area provider 
hospital TAR issues, identifying solutions to common issues, etc.; and 
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the DHS hospital CEOs to establish Medi-Cal inpatient TAR day denial reduction targets for 
denials related to delays in requesting or providing services, documentation for continued stay, 
and justification for admission. 

The Patient Flow Task Force has proposed to reduce by at least lo%, the number of inpatient days 
denied based on specific denial codes. A 10% reduction in these days in the next fiscal year would 
provide an estimated $3.4 million in savings. Additional recommendations from the Patient Flow Task 
Force are currently being evaluated. 

Mental Health Services 

The Department provides mental health services to patients through Psychiatric Emergency Services 
(PES) and inpatient psychiatric services at four DHS hospitals. In addition, outpatient mental health 
services are provided at LAC+USC Medical Center. The costs associated with these services 
continue to present challenges to the Department. While the Department of Mental Health (DMH) 
provided an additional $2 million in FY 2004-05 and $5.486 million in FY 2005-06 to DHS to support 
these mental health services, this funding still does not come close to covering the costs incurred by 
DHS. Over the next several months, the Department will work with DMH and the CAO to address this 
funding deficit issue which will drive the development of the memorandum of understanding (MOU). 

The current DHS allocation from DMH for Dsvchiatric services onlv covers fundino for in~atient davs. 
There is no allocation for patients who are'treated in the PES. TI& ~e~artment's"unreikbursed cost 
for PES ~atients in FY 2004-05 was over $44 million. If DHS is to continue o~eratina Dsvchiatric - .  - 
emergency services, a reimbursement mechanism must be negotiated with DMH. 

In addition to the non-reimbursement for PES patients, another funding issue is related to 
patients no longer needing acute psychiatric inpatient care, but staying in inpatient beds for 
weeks on end due to a lack of available placement options. Currently about 30%-50% of the 
136 operating DHS psychiatric inpatient beds are occupied by patients who no longer require 
acute psychiatric care and therefore DHS is not reimbursed at the full Medi-Cal rate. This 
results in a funding gap of $2.6 million for patients with Medi-Cal. This issue must be 
addressed in the MOU that is currently being negotiated. 

With the exception of LAC+USC Medical Center, all mental health outpatient clinic services 
provided at our hospitals are currently operated by DMH. Only LAC+USC Medical Center is 
operating a mental health outpatient clinic. If LACWSC's outpatient service is transferred to 
DMH, there is a potential cost savings of $1.1 million annually. 

Operational Efficiencies 

Included in the Department's forecast is $20.9 million in savings through efficiencies at KinglDrew 
Medical Center. The De~artment believes that these savings are achievable but will be difficult aiven - 
the regulatory challenges that the facility has faced and their rapid pace of change. Additional 
potential savings are being evaluated in the areas of improvement in the Department's return to work 
program, purchasing, contracts for equipment maintenance, and billing systems. 
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Revenue Strateqies 

November Tobacco Tax lnitiative 

At present, a voter initiative is in circulation for the November 2006 ballot which would increase taxes 
by $2.60 per pack of cigarettes and allocate the proceeds to a variety of health-related programs 
including, among other things, increased funding for public and private hospital emergency services, 
and expanded children's health insurance coverage. According to the Legislative Analyst's Office, 
the proposed measure is estimated to raise $1.2 billion in 2006-07, reflecting a partial year 
implementation of the tax, and about $2.1 billion in 2007-08, the first full year of the tax. Proponents 
of the initiative have estimated higher annual proceeds of $2.27 billion, of which $828 million would 
be allocated for hospital-based emergency services under the initiative's formula, approximately $96 
million could benefit DHS hospitals. 

Hospital Waiver Health Coverage lnitiative 

Under the recent Medi-Cal hospital financing reform waiver, California has the potential to access up 
to $180 million annually in Federal funds for three years (FY 2007-08 through FY 2009-2010) subject 
to the creation of a health coverage program for uninsured patients. The existence of the $180 
million is attributable to the spending history of the County's waiver, which was incorporated into the 
State's recent waiver. Although DHS' direct access to this funding ended with the expiration of the 
County's waiver on June 30, 2005, it may be possible to recapture a portion of this funding. 

Under the waiver terms and conditions, the State is required to submit a plan for approval to the 
federal government by September 1,2006, in order to access these funds effective September 1, 
2007. In January 2006, the State initiated a stakeholder process to gain input on how to configure 
this program, and has indicated the desire to secure legislation authorizing the health coverage 
initiative during the current legislative session. DHS is working with other public hospitals and the 
Disproportionate Share Hospitals (DSH) Task Force to craft a proposal that would allow safety net 
hospitals to retainlcontrol these funds under the Medi-Cal Redesign "hospital" waiver. The 
Department estimates that Los Angeles County may capture $50 million annually of this funding 
beginning in FY 2007-2008 through FY 2009-2010. 

Managed Care Rate Proposal 

Since 2003, DHS has been working with the State to develop a supplemental financing mechanism 
through LA Care that would benefit the County health system. Under the proposed arrangement, The 
State would increase the Medi-Cal payments to LA Care in an amount that is agreed to by the parties 
and that is consistent with the federal requirements of actuarial soundness. The non-federal share of 
this mechanism would be funded through intergovernmental transfers (IGTs) from the County to the 
State. We understand that the State's actuarial estimates would support an increase of at least $100 
million annually, including the federal and non-federal share. 

The additional payments to LA Care would be passed through to DHS in the form of supplemental 
payments to the Community Health Plan (CHP). After applying the amounts received to cover the 
uncompensated costs of services rendered to CHP's Medi-Cal enrollees, the County would agree to 
retain the balance (including the nonfederal share funded by the IGT) in DHS to be used to support 
the County's system of safety net providers. 
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This funding mechanism could be available in any fiscal year in which the County is prepared to 
contribute the IGT and in which the State can demonstrate to the federal Centers for Medicare and 
Medicaid Services (CMS) that the additional payments to LA Care are within the federal payment 
limit. However, it is not clear how the State's anticipated expansion of Medi-Cal managed care would 
affect the County's ability to use this mechanism in the future. 

LA Care has expressed its support for the proposal if it continues to be structured in such a way as to 
not result in any losses for LA Care. In addition, the State is supportive of the County's proposal and 
came forward with the concept. Federal approval of the proposed funding mechanism and the annual 
payment amounts will be necessary. The State has obtained federal approval to implement a similar 
mechanism in another county. However, that proposal was for a one-time supplemental payment and 
on a substantially smaller financial scale. Therefore, gaining Federal approval will take a concerted 
and organized effort by the County and will be a top priority for the Department. 

Hospital Financing Waiver 

Under the State's five-year Medi-Cal Redesign federal waiver and its implementing State legislation, 
several events will likely converge in year 3 (FY 2007-08) to cause a potential reopening of the 
waiver. They are: 

1) Expiration of the 60%140% publiclprivate hospital sharing agreement of monies beyond DSH 
hospital baseline reimbursement levels at the end of year two; 

2) Reimbursement for the public hospital costs of the uninsured from the Safety Net Care Pool 
(SNCP) must be counted in determining hospital-specific DSH caps beginning in FY 2007-08, 
further constraining the level of Medi-Cal reimbursement public DSH hospitals can receive; and 

3) Public hospital bottom lines will likely have deteriorated substantially by year 3, aggravated by 
fixed and flat annual amounts from the two largest sources of public hospital reimbursement 
under Medi-Cal Redesign, the SNCP and the DSH pool, over the five-year life of the waiver. 

While these develo~ments mav be somewhat cushioned in the event of a 5180 million Der vear . . 
coverage proposal kvorable t i  the public DSH hospitals, they are likely to'be significant enough to 
result in a situation that could create an opportunity to head off otherwise unacceptable levels of . . 
public hospital downsizing and closures. 

(The Department's financial forecast already anticipates the full value of the Medi-Cal Redesign 
federal waiver through FY 2009-2010, excluding Los Angeles County's potential share of the $180 
million per year. This amount is tied to managed care during FYs 2005-06 and 2006-07 and to an 
uninsured coverage initiative in FYs 2007-08, 2008-09 and 2009-10.) 

Outlook and Environment 

In 2002, the Department began to implement its strategic and operational plan to preserve the most 
critical pieces of the safety net in response to daunting deficits that were forecast. When the voters of 
Los Angeles County approved Measure B (a parcel tax to support trauma, emergency, and 
bioterrorism preparedness) in November 2002 and additional one-time federal Medicaid funds were 
made available to the Department in February 2003, the more draconian reductions in the health 
system, including the closure of one or more major medical centers, were pulled back. 
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The court has recently approved settlements in both the Harris and Rodde cases which challenged 
the County's proposed closure of 100 beds at LAC+USC Medical Center and the closure or transfer 
of Rancho Los Amigos National Rehabilitation Center (RLANRC) to another operator. In addition to 
other requirements in the settlement, the County agreed to continue to operate RLANRC at a reduced 
size for three years or until a takeover of the facility is effectuated that preserves core rehabilitation 
services and access for patients, and to reduce beds at LAC+USC at specified intervals as reductions 
in length of stay the facility are achieved. 

As we move forward, if we are unable to make needed changes, managing the deficit will become 
increasingly challenging. As previously reported to you, the funding distribution under the State's 
Medi-Cal hospital financing waiver has only been determined for this and in part for the next fiscal 
year. The Department's forecast assumes that the current distribution formula stays in place for the 
remaining three years. The Department, and the hospital industry as a whole, has concerns about 
the viability of the hospital waiver as a sufficient funding stream to maintain operations in years three 
through five because of the lack of growth in funding under the Waiver and the uncertainty of the 
distribution formula. The approach taken by the Department to generate the estimates related to the 
Hospital Financing Waiver is summarized in Attachment C. 

It is essential that the Department have a contingency plan in place if the cost-savings and revenue 
proposals discussed in this document do not close the projected budget gap. However, the 
Department recommends that the focus remain on identifying and implementing revenue sources and 
reforms to manage the fiscal outlook today. A cut list at this point would unnecessarily destabilize the 
facilities and programs impacted. Therefore, the Department is not planning to develop a list of major 
service reductions and facility closures at this time unless they are deemed necessary when we have 
a clearer sense of our shortfalls in light of the above plans. A contingency plan will be developed in 
the context of the Department's overall strategic plan as outlined below. 

Strateqic Plan 

In its June 19, 2002 memo to your Board, the Department clearly articulated a forward looking vision: 
"An infenrafed and coordinated system o f  care for medically indigenf and Medi-Cal patients 
with a b~lancedsystem o f  inpafieif, oufpafienf and emergency services." This memo laid out 
five redesign elements: 1) Aligning DHS services and patient populations; 2) Defining the DHS 
benefits package; 3) Creating a County Health Benefit Program; 4) Improving use of information 
technology; and 5) Instituting performance management. This vision and these redesign goals are 
sound and the Department needs to move forward with their implementation. 

The Department is committed to a thoughtful review and redevelopment of our strategic plan over the 
next two quarters. This will allow time for a comprehensive review of current data, re-evaluation of 
implementation strategies and events that have transpired over the last few years, and collaborative 
work with key stakeholders. 

The Department's strategic plan will specifically address each of the following five areas that remain 
central to the full realization of the Department's vision and the redesign goals: 

1) Implement "System-ness" initiatives, including consolidation of some specialty programs and the 
implementation of department-wide standardized unit staffing and productivity metrics; 
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2) Reduce barriers between community-based primary care and hospital-based specialty care, 
including the addition of ambulatory diagnostic centers and promotion of more community-based 
specialty care; 

3) Implement a Medical Home Case Management and Health Benefit Program for chronically ill 
high-utilizers to help reduce utilization and improve quality of care; 

4) Complete implementation of the Unique Patient Identification number for patients seen in any 
DHS facility; and 

5) Complete and implement a Medical Benefits Package that clearly identifies which services are 
provided or excluded. 

The Department is committed to reducing the looming structural deficit through specific and tangible 
actions while also continuing the transformation of DHS into a more effective and efficient healthcare 
delivery system. 

While these strategic initiatives are important to the continued transformation of the Department into a 
more effective and efficient delivew svstem. the De~artment is committed to takina soecific. tanaible - .  . - 
steps this fiscal year to reduce the-lodming structural deficit. 

CONCLUSION 

The Department remains committed to the vision of an integrated and coordinated system of care for 
medically indigent and Medi-Cal patients with a balanced system of inpatient, outpatient and 
emergency services. To that end, the Department commits to the following actions: 

1) Work with the DSH Task Force to aggressively pursue maximum reimbursement to public 
hospitals through the Hospital Financing Waiver and other potential revenue sources; 

2) Implement the internal efficiencies and cost reductions outlined in this document; and 
3) Conduct a robust strategic planning process that includes stakeholder input by November 30, 

2006. 

In addition, the Department requests that your Board support the November Tobacco Tax Initiative, 
which could result in up to $96 million in annual revenue for DHS. 

The above approach begins to address the significant budget shortfalls facing our health system. 
While none of these efforts alone will solve the DHS deficit, the Department is optimistic that this 
multi-faceted approach to managing the deficit is a rational start to reducing the most immediate 
shortfalls facing our health system. 

If you have any questions or need additional information, please let me know. 

Attachments 

c: Chief Administrative Officer 
County Counsel 
Executive Officer, Board of Supervisors 



COUNTY OF LOS ANGELES - DEPARTMENT OF HEALTH SERVICES 

SUMMARY OF CHANGES IN THE DHS FISCAL OUTLOOK 
JANUARY I 0  2006 THROUGH MARCH 24.2006 

(0  Revised Estimated Cumulative Year-End Fund Balance1 (Shortfall) - January 10, 2005 

(21 Incfease n ~ r s  ng costs lo enable me Depanmcnl lo meet tnc AB 394 nursmg ratos per the CAO- 
Pfoposed Badge1 for April 18.2006 and extend through FY 09-10. 

(3) Add lho proposed Managed Care Ratc S~pplement mcluded m the CAO-Proposed Buogct lor April 18. 
7nnfi 

I41 Adjust C B C  revenue estimates on January 17.2006 to include audit results for FY 02-03 and extend 
through FY 09-10. 

(51 CAD adjust employee benelils per the CAO-Proposed Budgel for April 18, 2006. Amounts extended 
through FY 09-10 by DHS and Improve due to a reduced rate of growth in retiree heallh insurance 

(61 CAO adjust vehicle license fee estimales for FY's 05-05 through 09-10 based on estimates received on 
March 7.2006. 

(I1 CAO adjust debt service costs per the CAOProposed Budgel for April 18.2005. Does not rellecl 
changes related to the Tobacco Securitization. 
Ad,usl HSA casts, primarily lor overhead "'and add Lonal pos#bons for conlract monloring. clmical 
aKa rS and aft1 attons: audit and c0mpl:ance. and health data 8 planring, per the CAO.Proposed Budget 
for Aoril 18 2006. - ~ C~ 

191 Increase b:l ngs from Otner County Dcpanmcnls based on tho CAO-Proposed Budget lor Apr.1 18. 
2005 Amount pnmanly due lo mcreased Olflce of P~b l ' c  Safely cosls and IS0 Ulllies casts. 

(10) CAO exclude requested increase in LAC+USC Order ManagemenUDocument Imaging and Transition 
costs for lhe replacement project per the CAO-Proposed Budgel for Apn'l18.2006. 

( W  Expand orthopedic services at OVMC per CAO.Proposed Budget for April 18.2005. 
(12) CAO reverse salary COLA increase per CAO-Proposed Budgel for April 18.2006. 
(131 Efficiency savings at WDMC. 
(141 CAO increase inlrafund transfers from Probation to JCHS per the CAO.Proposed Budget forApril 15. 

7nnfi 
(IS) Reduce CHIP-Hospital estimates per the Governoh Proposed Budget for FY 06-07 released in January 

2005. 
(161 CAO adjust capilal proiects per the CAO-Proposed Budget for April 18.2006. . ~ 

Purchaso eqdipment lor WDMC per Board approval on January 31.2005. 
it81 CAO ad.ust DHS request for a 12% CPi increase in the rates paid to Publ:c-Pnvale Panners to 3% per 

CAO-Proposed Budgel for April 18.2005 
(I9) Olhor mnor ongong changes. IC' 

(2°1 Forewsl ~mprovemenU(reducl!on) roll-lornard 

t2I) Revised Estimated Cumulative Year-End Fund Balance I (ShoMall) - Per CAD-Proposed Budget 

Fiscal Year1 Columns 1 S In Millions 
05-05 l (1 )  0607 l ( 2 )  07-08 l (31 05-09 I (4) 09-10 l (5 )  Told l ( 6 )  

Page 1 of 2 



COUNTY OF LOS ANGELES . DEPARTMENT OF HEALTH SERVICES 

SUMMARY OF CHANGES IN THE DHS FISCAL OUTLOOK 
JANUARY 10.2006 THROUGH MARCH 24.2006 

Potential Developments Subseuusnt to CAD-Proposed Budqet Cutoff 
(221 Potential increase medical school agreement costs per eslimates developed an March 10.2006 
I231 include Distressed Hosp 151 Fmd revenue per request sent to CMAC on March 24.2006 
(24 Restore and adlust LAC-USC Order ManagemenVDocumcnl lmagtng and Translllon cosls pcr laullty 

eslimales received in March 2006. 
(25) Amortize "unidenlilied budget surplus" added by the CAO for November 2005 through January 2006. . . 
1281 Restore CAO rcduccd salary COLA per OHS Budget Request on January 30.2006 
(271 P~rchase CT scanners lor HIUCLA. KIDMC. RLA. OVMC. and HOHS per ostma(cs developed an 

March 24.2006. FY's 07-08 through 09-10 reIlcctma:ntcnance cost savings. 
128) include previously postponed efficiency savings at WDMC. 
I291 Restore CAO reduced rate increase for Public-Private Partners per DHS Budget Request on January 

30.2006. 
1301 Adjust salary COLA per eslimales developed on March 24.2006. 
1311 Restore phase two of the Board approved rooling projects for FY 06-07 (phase three is already lnciuded 

in the FY 07-08 estimates). 
021 Reduce HarrislRodde enabler cosls at LAC+USC per facility estimates received in March 2006. 

(33) Other minor onooinu chanoes. " - -  - 
tW Forecast mprovernenll(reduc1on roll-forward 
P5) Adjusted RevisedEstimaled Cumulatlvo Yoar-End Fund Balance I (Shonfall) - March 24. 2006 '"' 

Proeosod Doflcll Manaqomont Actions 
13s) Net Savngs from Canvers on of Nursmg Regnsmes to County Employees '" 
1371 Ancllary Serv ces [Pharmacy (S1.6M). Laboratory (SO 5M). Standardlred Mcd cal Suppl es (52 8)) 
138) 10% Reduclm in Med#.Cal 1npa:lent TAR Denlals 
1391 Mental Health Services "' 
("1 November 2006 Tobacco Tax Initiative 
(40 Hospital Waiver Health Coverage 
("2) Additional County Conlribution 
("1 Forecast improvemenll(reducti0n) roll-forward 

Propossd Revi~edEslimated Cumulative Year-End Fund Balance1 [Shortfall) - March 24,2006 "' 
Notes - 
I*] FY 05-06 reflects changes for FY's 01-02 through 05-06. 
@I This adjustment restores HSAoverhead to the correct level, since Rancho's ADC reduction from 191 to 147 beds per the HanislRodde SelUemenl reflected a reduced HSA overhead. 
I C I  Primary amounls for FY's 06-07 lhrough 09-10 include Increased rents B leases cosls. inueased SBS CPI M S ~ ,  and increased interest expense costs. 
01 These amounts represent the cumulative change in lhe forecast from the prior fiscal year. For example. lhe 541.6 million in FY 0607 is 5281.7 million - 5240.1 million from FY 05.06. 
14 Funding for h e  estimaled purchase cost of 528.3 may come from lhe Tobacco Setllement Deslgnalion. 
10 Primary amounls Include changes in facility estimales received in March 2006 forlhe currenl year, increased Medicare revenue for N ' s  0607 lhrough 09-10, and Increased SBS CPi costs for N ' s  

0647 through 09-10. 
101 -Assumes CBRCIFQHC m'll be extended for each year beyond FY 04.05. CBRC extension for LA Counly's outpallent and clinic care was Included in the FY 05-06 Adopted State BudgeL A Medi- 

Cal Stale Plan Amendmentto extend the program is currently pending CMS approval. 
-Includes additional Medi-Cal Redesign funding of S72.7M. S92.1M. S106.4M. S112.7M. and S119.1M for FY's 05-06 through 09-10. respeclively. for a total benefit alS503.OM over five years. 
-Includes efficiency savings for WDMC ofS20.9M. S29.5M. S30.8M. and S32.1M for N's 06-07 through 09-10 respectively 

(M Reflecls the conversion ofnursing registries lo County employees at a rate 015% in FY 06-07 (beginning in January 2007). 5% in FY 0748. 7.5% in FY 08-09 and 7.5% in FY 09-10 
el Includes psych emergency services (547.OM). admin days paid as acute days (S2.8M). and the outpatient clinic at LAC+USC (S1.OM). Amounts are for FY 06-07 and increase by a 

3% COLA in FY's 07-08 through 09-10 

mr.rr7h-.~h.m,-.!m,~*,-.-  
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Estimate of Medi-Cal Redesiqn of LAC-DHS 

Recent legislation (SB 1 100) will dramatically restructure inpatient Medi-Cal payments 
to the California's safeiy net DSH hospitals (SNDH) under the State's new I I 15  waiver. 
According to a data analysis distributed by the State on 8/29/05, a total of $433.2M of 
the new $766M Safety New Care Pool (SNCP) under the waiverwill be required to meet 
"hold harmless" baselines of SNDHs in FY 05-06. These baselines are actual FY 04-05 
inpatient Medi-Cal revenue levels earned by SNDHs, including fee-for-service, DSH, SB 
1255 and GME components. + 

Furiher, the SNCP is diminished by $180M annually unless the State meets specific 
managed care milestones in FY's 05-06 and 06-07 and establishes a new coverage 

- program(s) in the last three ye&s of the waiver. Since it is unclear a s  to whether the 
State will meet these requirements and, even if so, unclear as to the adverse impact on 
S N D H s  workload of mandatory managed care enrollment of the aged, blind and 
disabled Medi-Cal eligibles (representing 40% of LAC-DHS' Medi-Cal pati'ents), and the 
creation of a new coverage program(s), we have excluded the availability of the $180M' 
from our financial estimates at this time. Further, the value of the $1 80M will likely be 
diminished in FYs 07-08 through 09-10, a s  the Waiver requires that these,amounts, and 
all other SNCP funds be counted a s  $1.75, for each dollar received, against hospital 
OBRA '93 DSH caps. 

Based on the  State's 8/29/05 analysis, after deducting the baseline and $180M 
amounts, and applying the  equity adjustments and foimulas in S B  I I00 to the residual 
SNCPamount, it is .roughlv estimated that LACDHS will receive.about $ 5 5 ~ ' i n  
"stabilization" funds beyoh  its "hld harmless" baseline in FY 05-06. This amount is 
continaent on a oendina CMS intermetation of allowable CPES. which will im~ac t  both 
DSH and non-DSH revknue levels.' 

Accordingly, we'have adjusted the DHS Fiscal Outlook to reflectfhe total ($841 .OM) of 
the "hold harmless" baseline and "stabilization" funds for N 05-06. The previous 
amount, adjusted for HarridRodde, was $768.3M; per the last (June 20,2005) Fiscal 
Outlook update to the Board. Fo1:future fiscal years, we have anticipated 3% growth in 
the Medi-Cal inpatient component, except forfheundocumented alien component, 
which must be funded by DSH funds for both Medi-Cal eligibles and the uninsured. The 
statewide tota!s for DSH and the SNCP do not grow overthe five-year waiver term. 
similar ~ ~ ' D s H ,  we have held constant SNCP funding which covers 50% of the 
allowable inpatient uninsured cost. 

(Even though the post-equity adjustment, public-private sharing 'percentages of 
60%/40% expire after two years and the public hospital70% baseline/30% donor 
percentages expire after one year, these formulas are used to project amounts through 
all.&e years, since the probability of their continuance is likely as  good as any 
alternatives.) 


